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SUBJECT: GGOP MOVES FOR BALANCE OF PAYMENTS SUPPORT 
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1 . LIMA PRESS AUGUST 18 REPORTS DEPARTURE OF PERUVIAN 
ECONOMIC MISSION FOR NEW YORK AND WASHINGTON (REFTEL) 

AND QUOTES CENTRAL BANK PRESIDENT DE LA MELENA TO 
EFFECT THAT MISSION WILL RE-ESTABLISH CONTACTS WITH 
THE IMF BUT THAT "FOR THE MOMENT THERE WILL NOT BE 
ANY NEGOTIATIONS." (BARRETO IS NOT ON MISSION. OTHER 
MEMBER IS FERNANDO OTERO, ECONOMIST WITH NATIONAL 
PLANNING INSTITUTE.) 

2. THERE ARE SOME REPORTS THAT THESE PRELIMINARY 
DISCUSSIONS WITH IMF (PROBABLY ON SATURDAY, AUGUST 20) 

MIGHT PROBE THE FUND'S FLEXIBILITY ON THREE KEY ISSUES: 

THE EXCHANGE RATE, INTEREST RATE STRUCTURE, AND THE 
"ALLOWABLE" SIZE OF THE BUDGET DEFICIT. IT IS 
UNDERSTOOD THAT THE GOP TEAM MAY FLOAT THE IDEA OF 

A MILTI-TIERED EXCHANGE RATE, PROPOSE GENERAL 
INCREASED IN THE INTEREST RATE STRUCTURE TO REATTRACT 
SAVINGS TO THE BANKING SYSTEM, AND A REDUCTION IN 
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THE 1977-78 CENTRAL GOVERNMENT BUDGET DEFICIT OF A SIZE WHICH 

TAKES INTO ACCOUNT PERU'S SOCIAL AND POLITICAL 

CONDITION. 

3. IN WHAT COULD BE CONSIDERED A CONCRETE GESTURE TO 
THE IMF, THE GOP AUGUST 16 APPROVED NEW DECREE LAW 
(NO. 21913 PUBLISHED AUGUST 18-COPY POUCHED ARA/AND) 
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WHICH REDUCES 1977 PUBLIC SECTOR BUDGET BY ADDITIONAL 

4.7 BILLION SOLES (APPROXIMATELY $59 MILLION - BOUT 

2.3 PERCENT OF ORIGINAL FIGURE.) THIS REDUCTION IS ON TOP 

OF S PERCENT ACROSS THE BOARD PUBLIC SECTOR BUDGET REDUCTION 

ANNOUNCED IN JUNE AS PART OF THE PIAZZA AUSTEERITY 

PACKAGE, AND HELPS REDUCE PUBLIC SECTOR DEFICIT TO 

APPROXIMATELY 50 BILLION SOLES FOR THIS YEAR. IN 

CONTRAST TO EARLIER ACROSS THE BOARD MEASURES NEW DECREE LAW AFFECTS 
SELECTED MINISTRIES AND PUBLIC ENTERPRISES, WITH 
ENERGY, INDUSTRY, AGRICULTURE, AND TRAANSPORTATION 
MINISTRIES TAKING THE HEAVIEST (IN PERCENTAGE TERMS) 

CUTS, ALTHOUGH DEFENSE EXPENDITURES WILL ALSO BE 
REDUCED-CONSIDERABLY, ACCORIDNG TO NAVY MINISTER 
PARODI IN A RECENT CONVERSATION WITH THE AMBASSADOR. 

4. FURTHER EVIDENCE THAT PERU IS GOING IMF ROUTE 

IS GIVEN IN DRAFT COMMUNIQUE APPARENTLY TO BE USED 
BY PERUVIAN EMBASSIES IN SELECTED CAPITALS TO EXPLAIN 
CURRENT ECONOMIC THINKING OF GOP. IN THIS DOCUMENT 
(GIVE TO EMBASSY BY VISITING U.S. BANK REP) THE 
GOVERNMENT EMPHASIZES ITS INTENTIONS TO RESUME IN 
A VERY SHORT TIME NEGOTIATIONS WITH THE IMF FOR A 
STAND-BY AND TO MEET ITS EXTERNAL DEBT OBLIGATIONS 
ON SCHEDULE. 

5. THE PERUVIAN MISSION GOES TO THE U.S. AT A TIME 
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WHEN RUMORS ARE WIDESPREAD OF A FINANCIAL CRUNCH. 

IT IS REPORTED THAT THE GOP HAD DIFFICULTY IN 
RENEGOTIATING A $75 MILLION OBLIGATTION COMING DUE TO A 
GROUP OF GERMAN BANKS HEADED BY THE DRESDNER BANK, AND 
THE EMBASSY HAS RECEIVED INDICATIONS OF SLOW PAYMENT 
BY THE GOP ON ACCOUNTS DUE TO BECHTEL ($2.7 MILLION 
DOLLARS FOR OVERSIGHT OF THE OIL PIPELINE) AND ON OUT- 
STANDING OBLIGATIONS TO U.S. COMMERICAL BANKS BY GOP 
STATE-OWNED ENTERPRISES (E.G. PEPESCA). ALTHOUGH 
EMBASSY TENDS TO DISCOUNT IT, STORY IS ALSO CIRCULATING 
HERE THAT PHILIPP BROTHERS HAS OFFERED TO ACCEPT PLEDGE 
OF 15 TONS OF PERUVIAN GOLD AGAINST $45-50 MILLION 
LOAN AT 8 PERCENT INTEREST. THIS TORY IS AT LEAST 
CONSISTENT WITH WHAT BANKERS TELL US IN SERIOUS SHORT 
TERM CRISIS HERE. CENTRAL BANK HAS SOME $50 MILLION 
ON HAND OR IN PROSPECT TO COVER OBLIGATIONS OF SEVERAL 
TIMES THAT AMOUNT COMING DUE IN COMING WEEKS. MEAN- 
WHILE AT LEAST ONE LADING U.S. COMMERICAL BANK HAS 
ALREADY REDUCED ITS SHORT TERM LINES OF CREDIT TO 
PERUVIAN COMMERICAL BANKS BY 80 PERCENT AND OTHERS MAY 
FOLLOW SUIT IF GOP MISSION TO U.S. BANKING COMMUNITY 
UNSUCCESSFUL. 
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6. DESPITE THE SOMEWHAT DISPARATE RANGE OF ATTITUDES 
TOWARD PERU WHICH WE HAVE OBSERVED AMONG U.S. 
BANK OFFICIALS (FROM THE RELATIVELY HARD LINE TAKEN 
BY THE BANK OF AMERICA TO THE OSTENSIBLY SOFTER LINE 
ADOPTED BY CITIBANK) THERE DOES SEEM TO BE A 
CONSENSUS ON ONE MAJOR POINT; IF PERU IS TO HAVE 
ANY REASONABLE CHANCE FOR SUCCESS IN ARRANGING A 
SUBSTANTIAL NEW LOAN PACKAGE WITH U.S. COMMERICAL 
BANKS IT MUST FIRST OBTAIN IMF ASSISTANCE. 
SHLAUDEMAN 
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